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Flece Anabysts Assigned Risk Plan Surplus Grows by $73 million

Bill Marx, Chief Fiscal Analyst OCtObeI’ 2, 2000

Ways and Means

P Ecation The surplusin the Minnesota Workers Compensation Assigned Risk Plan has grown by

Cynthia Coronado $73 million to $572 million. The reader will recall that the 2000 Legidature transferred
Family & Early Childhood Education §AK() myj|[ion from the surplusin the Assigned Risk Plan. At thetime, the Assigned Risk

Greg Crowe Plan’s 1998 audit showed a surplus of $499 million.
Hman Senics Assigned Risk Plan
Sery Karger TheAss gr_led Risk Plan (ARP) was cre_ated by the Legidatureto provide workers_’
R compensation insurance coverageto Mi nnesot_aempl oyerswho areunableto obtain
Taxes coverageinthevoluntary workers compensation insurance market.
Helen Roberts
State Government The Commissioner of Commerceisresponsible under Minnesotastatutesfor the overal
P SKra  Nawral Resources MANAZEMENt of the ARP. A Plan Review Board is responsible for monitoring plan
Agriculture & Rural Development  gnergtjons, recommending improvements and ensuring certain audits of the Plan. Day-to-
B e - pevelopment02Y Management of ARPisvested in aprivate vendor under contract with the Department
Torm Wals of Commerce.
Capital Investment
Transportation & Transit M | nneg)ta
Paul Wilson ASSIGNED RISK PLAN POLICY VOLUME employers
As of July of Each Year participationin ARP
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YEAR The number of ARP
Source: Minnesota Workers' Compensation Insurance Association/Commerce p0| | Ci es peaked in
September 1994 at

44,245, At thetime, ARP represented about 10 percent of theworkerscompensation
market. Asof July 2000 the number of ARP policiesdropped to 24,066, a market share of
lessthan 2 percent.



The premium volumein the ARP
has been on asteady decline since
the early 1990's. The volume peaked
in October 1992 at $154.6 million.
The volume as of July 2000 was
$17.4 million.

Millions

Total Assigned Risk Plan Surplus
Based on the audit released this
summer, the surplusin the Assigned
Risk Plan at the end of calendar year
1999 was $553 million. An
additiona $19 millionin ARP
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surpluswas created on July 1, 2000

when the Workers Compensation Special Fund assessment rate dropped from 30% to 20%. The

combined total surplusis $572 million.

(Approximated Figures)

bduced WC Assessment Rate
$19,000,000
3.3% \

Investment Return
$389,000,000
68.0%

Underwriting Profit
$36,000,000
6.3%
Assessment of Vol. Marke|

Source: Department of Commerce/House Fiscal

Thebiggest contributing
factor tothe ARP surplusis
investment returns. Fully 68%
or $389 million of the Plan’s
$572 million surplusis from
investment returnsaccording

$48,000,000 to estimates by the
8.4% Department of Commerce.
Refund form WCRA
$80,000,000 i
14.0% The second largest factor isan

$80 million refund to the Plan
fromtheWorkers
Compensation Reinsurance
Association. Thisrefund
contributed 14% of thePlan’s
surplus.

Special assessments of the voluntary insurance market accounted for $48 million, or 8.4% of the
surplus according to Commerce' s estimates. By Minnesotalaw, if the ARPisrunning adeficit, a
specia assessment can be levied against the voluntary insurance market to make the ARP solvent. In
1987 and in 1991 specid assessments were levied totaling $48.7 million.

Commerce estimates that underwriting profits accounted for $36 million of the surplus, or 6.3%.
Thefinal component contributing to the ARP surpluswasthe reduction of the Workers
Compensation Special Fund assessment rate on July 1, 2000. The Assigned Risk Plan paysthis
assessment. The assessment reduction will savethe ARP $19 million in what otherwise would have
to be held in reserve for the Plan’ s Workers Compensation Special Fund payable liability.



2000 Legidative Session Assigned Risk Plan Surplus Transfers

The 2000 L egidative Session transferred $450 million of the surplusin the Assigned Risk Plan.

» Workers Compensation Special Fund — $325 million wastransferred to the Workers
Compensation Special Fund to pay liabilities associated with the second injury and supplementary
benefit program. Thefundsare targeted to fully settle claims. The appropriation alowed the
Workers' Compensation fund assessment rate to be reduced from 30% to 20% effective July 1,

2000.

» Minnesota Compensation Health Association (MCHA) — $15 million wastransferred to the
MCHA program to reduce the funds operating deficit in calendar year 2001. Thisappropriation
will in turn reduce the annual MCHA deficiency assessments paid by health insurance companies

subject to the assessment by alike amount.

* General Fund — $ 110 million wastransferred to the General Fund for general state purposes.

Thereader is advised that alawsuit

has been filed with the District
Court in Ramsey County seeking to
enjoinimplementation of these

2000 LEGISLATIVE TRANSFRERS
Total Transferred -- $450 Million

transfers. Asof thiswriting the $350

lawsuit remains pending with no $300
decisionfromthecourt $250
forthcoming. £ s200

= $150
In addition to the $450 million = 00
directly transferred fromthe $50
Assigned Risk Plan, approximately $0

$49 million of the Plan’ s surplus

Workers Comp General Fund MCHA

was left within the Plan. The

surplusisto serve asareserve that would be available to satisfy any outstanding obligationsin the

event the Plan isliquidated.

Additional $73 Million Assigned Risk Plan Surplus Available

SOURCES OF ADDITIONAL $73 MILLION
ASSIGNED RISK PLAN SURPLUS

$19,000,000
26.0%

~

$54,000,000
74.0%

M 1999 ARP Surplus Growth [ ] Reduction in WC Assessmnets

An additiona $73 million in
Assigned Risk Plan surplusis
availablefor the Governor and
Legidatureto consider in 2001. It is
important to notethat thesedollars
are one-time funds and thus any
actionsregarding thesefundsneed to
be consistent with thisfact.

Two sourcesaccount for the
additional $73 million in Assigned
Risk Plan surplus.



e First and foremost, isthe $54 million growth in the Plan surplusin calendar year 1999. This
represents 74% of thetotal surplusgrowth.

* Second, istheinteraction between the Assigned Risk Plan reserve requirements and the 2000
Legidature’ s$325 million appropriation to the Workers Compensation Special Fund. Asnoted
previoudly, thisappropriation allowed the WC assessment rate to be reduced from 30% to 20%.
Because the Assigned Risk Plan pays this assessment, the reduction will save the Plan $19 million
inwhat otherwise would haveto be held in reserve for the Plan’ sWorkers Compensation Special
Fund payable liability. The $19 million became additional Plan surplus as of July 1, 2000.

For information, contact Ron Soderberg at 651-296-4162 ron.soder berg@house.leg.state.mn.us




